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FORECAST PERCENT FORECAST PERCENT 
INDICATOR 1987 CHANGE 1988 CHANGE 


OUTPUT, PRODUCTION, EMPLOYMENT 


GDP (Current Prices, C$ Billion) 505.2 
GDP (Constant 1981 C$ Billion) 401.5 
Industrial Production (C$ Billion) 96.5 
Private Investment 73,146 
Unit Labor Costs In Mfg. 1/ . 7387 
Wage Settlements (%) 2/ a5 
Enployment (000's) 11,634 
Avg. Unemployment Rate (%) 9.6 
Housing Starts (SAAR, 000's) 200 


MONEY AND PRICES 


Exchange Rate: 1 C$ = US ¢: 
Interest Rates: 
Bank of Canada Rate 3/ ‘ ‘ ; 
Chartered Bank Prime Rate ‘ ‘ .00 -10.00% 
Price Indices: 
All-Items Consumer Price 
Index (1981=100) 132.4 137.8 é 143.6 
Industrial Product Price 
Index (1981=100) 4/ 119.6 123.2 ’ 128.1 


BALANCE OF PAYMENTS AND TRADE 


Official International Reserves 
(US$ Millions) 4,995.6 6,000.0 ‘ 5,000.0 -16.7 
Balance of Payments (C$ Billion) 
Current Account Balance -8.8 “6.5 -6.0 
Merchandise Trade Balance 10.1 11.5 ‘i $2.5 
Non-Merchandise Balance 5/ -18.9 -18.0 ‘ -18.5 
Merchandise Exports 120.6 129.0 ‘ 139.0 
(U.S. % Share of Total) (78%) (79%) (803%) 
Merchandise Imports 110.5 417.5 ° 126.5 
(U.S. % Share of Total) 


Main Imports from the U.S. (1986) (C$ billions): Automotive vehicles and parts, C$28.2; 
communications and electronic equip. C$6.3; industrial machinery, C$5.9; 

equipment § tools, C$5.2; ores, primary metals and minerals, C$5.1; chemical products, 
C$4.4; aircraft & parts, C$2.5 B; agricultural machinery, C$1.4. 


Footnotes: 1/ Labor income per unit of output. 
2/ Compound average annual increase in base rates (%). Wage settlements in 
all industries, all agreements. 
3/ Actual rate at end of year. Floating rate set .25% above 91-day treasury bil 
tender rate. 
4/ Essentially a producer price index. 
5/ Includes services, transfers, and investment income. 


Statistics Canada; Bank of Canada Review, U.S. Embassy and Conference Board of Cana 
projections. 





SUMMARY 


1986 was another good year for the Canadian economy. Robust growth early in 
the year compensated for a second half slowdown, leaving real gross domestic 
product 3.1 percent higher than 1985. Weaker economic growth (2.5 percent) is 
anticipated in 1987 as consumer demand and residential construction begin to 
soften. Business investment will remain relatively weak throughout the period 
due to the sharp retrenchment in energy investment. Lower energy costs have 
not stimulated investment by companies in the non-energy sector to the extent 
expected, and capacity utilization in both manufacturing and raw material 
processing remains low. The government sector will also contribute little to 
GDP growth: for the third consecutive year there will be little or no real 
growth in federal expenditures. Throughout 1987 and into 1988, the export 
sector should strengthen moderately. As a result, a slight upturn in GDP to 
2.6 - 2.7 percent is expected in 1988. Inflation remains moderate but was 
well above the United States in 1986 (a CPI increase of 4.1% vs. 1.1%). In 
1987 and 1988 Canadian rates should remain about the same while in the United 
States and elsewhere rates move upward. The unemployment rate, at 9.6 percent 
in 1986, is not expected to decline very much in the next two years (perhaps 
reaching 9 percent by the end of 1988), but a generous unemployment insurance 
System is partly to blame. While lower economic growth is projected in 1987 
and 1988, low interest rates, a relatively strong dollar, and the apparent 
bottoming out of prices for oil and other raw materials suggests that Canada 
is poised for stronger growth once the cyclical downturn in private 
consumption and residential construction ends. 


National macroeconomic trends in Canada tend to obscure a growing problem -- 
the significant regional disparity in economic wealth and growth. Atlantic 
Canada remains, for the most part, a depressed region, and its resource-based 
economy has shared very little in the past four years of robust Canadian 
economic growth. Central Canada and neighboring Manitoba have experienced 
very strong growth since 1982. Their diversified economies support a 
relatively high living standard, and strong employment growth has added 
further fuel to provincial growth. Western Canada is also losing ground to 
Ontario and Quebec and cannot expect strong growth until prices for 
agricultural, mineral, 9il, and forest products recover. While the federal 
government is well aware of the uneven economic prosperity in Canada, it has 


limited resources for providing assistance and generally favors «market-based 
solutions. 


1987 will be an important year for Canada's economic future. Negotiation of a 
bilateral free trade agreement with the United States (which takes 75 - 78 
percent of Canada's total exports to the world) is currently underway. These 
negotiations are expected to conclude by October. A comprehensive free trade 
agreement has favorable macroeconomic implications for Canada. Another 
important event will be tax reform. The federal government plans major 
changes in Canada's tax system, including introduction of a broad-based 
federal sales tax and a reduction in personal income taxes. The tax reform 
package has immediate implications for Canada's effort to reduce its federal 
deficit and longer-run implications for economic efficiency and structural 


adjustment, 
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NATIONAL ECONOMIC AND COMMERCIAL OUTLOOK 


Canada owes its strong economic growth during 1984-86 largely to the Canadian 
consumer. Initially, spending on private consumption, and later, demand for 
housing (which translated into double-digit growth in residential 
construction) fuelled the economy. Investment was slow to recover from the 
1982 recession, and the downturn in world oil prices in 1986 set back the 
energy industry, which accounts for a large percentage of Canadian 
non-residential construction. The export sector, heavily dependent upon 
domestic demand growth in the United States, did well when U.S. growth was 
strong (1983-1985) but experienced a slowdown as U.S. demand weakened and oil 
prices tumbled. 


For 1987 and 1988, an expected slowdown in both private consumption and 
residential construction accounts for the projection of modest (2.5 - 2.7 
percent) GDP growth. The consumer is beginning to run out of steam (the 
savings rate has dropped to a relatively low level), and residential 
construction has clearly peaked. Non-residential construction should begin to 
recover as energy investment stabilizes. Investment in machinery and 
equipment will remain positive but weaker over the next two years as the 
slowdown in private consumption growth affects capacity utilization. The 
export sector is expected to expand moderately as the lagged impact of the 
Canadian dollar's decline against the yen and most European currencies 
improves Canada's competitive position. 


Canada's inflation performance in 1986 was disappointing. The CPI actually 
accelerated slightly from 1985, with increases spread broadly throughout the 
economy. A stronger Canadian dollar vis-a-vis the U.S. dollar should keep 
inflation at or near four percent in 1987 and 1988, although prices for 
non-U.S. imports will still show the effects of the dollar's 1986 fall against 
other major currencies. Wage settlements should not be a source of upward 
price pressure, even though unit labor costs will begin to creep upward. The 
small sales tax increases in the February 1987 budget are not likely to lead 
to higher inflation. Nonetheless, Canada's many structural rigidities, and a 
high degree of corporate concentration, will make it difficult to reduce 
consumer price inflation below four percent. 


Employment gains in central Canada in 1986 outweighed job losses in the 
petroleum sector, producing a net increase of 2.9 percent in employment. The 
unemployment rate fell to 9.6 percent (vs. 10.5 percent in 1985), although 
there was little improvement over the course of the year. Prospects for 
further job creation in 1987 are more limited, with employment growth of only 
half the 1986 rate expected. Consequently, the unemployment rate is not 
likely to fall as rapidly, averaging 9.4 percent in 1987 and 9.3 percent in 
1988. The service industry will continue to generate the most employment 
opportunities, although the slackening in overall] GDP growth and consumer 
demand will moderate employment gains in this sector. 





Fiscal Policy 


The restraint in federal spending which began shortly after the Conservatives 
came to power in late 1984 took hold firmly in 1986. After growing 13.2 
percent (national accounts basis) in 1984, federal spending growth dropped to 
8.1 percent in 1985 and 0.3 percent in 1986. On the basis of Finance Minister 
Wilson's FY87/88 federal budget, a slight pickup is expected in federal 
spending in calendar 1987, and the growth rate could be even higher in 1988 as 
an election approaches. Nonetheless, expenditure growth will remain small 
compared to prior periods, and when combined with steadily-growing revenues 
(the result of major income and sales tax increases in 1985 and 1986), implies 
further reduction in Canada's federal deficit. 


The pace of deficit reduction is the major fiscal issue in Canada today. Few 
realize that Canada's federal deficit, as a percentage of GDP, is larger than 
the U.S. deficit (5.5% vs. 4.4% in 1986) and one of the highest in the OECD. 
The resulting debt service burden severely restricts GOC fiscal flexibility, 
and there is concern that Canada would be ill-prepared to meet a recession, 
should one occur in the next few years. The FY87/88 budget continued the 
deficit reduction effort, but there was a slowing in the pace. Observers fear 
that the federal government has reached the limit of politically acceptable 
tax increases and expenditure cuts at a deficit level that is much too high. 
Tax reform will have a significant impact on the deficit reduction effort, and 
many view the forthcoming federal sales tax (business transfer tax) as a 
potent revenue source in later years. 


Exchange Rate and Monetary Policy 


Of necessity, Canada continues to align its monetary policy closely with the 
United States. The Bank of Canada does not want wild swings in the 

U.S. /Canada exchange rate and has operated extensively in 1986 and 1987 to 
smooth adjustments in the exchange market. Following extreme speculation 
against it in early 1986, the Canadian dollar has strengthened steadily, 
reaching a three-year high in April 1987. Strong capital flows, attracted by 
Bank of Canada monetary restraint and attractive premiums over comparable U.S. 
interest rates, have contributed to the dollar's appreciation. It should 
steady at 75 US¢ or less by the end of the year. Domestic interest rates have 
moved sharply lower due to the combination of lower U.S. rates and a reduction 
in interest rate spreads. Interest rate differentials on short-term rates 
already dropped from 175 basis points at the end of 1986 to about 100 basis 
points in early March 1987. Domestic interest rates are expected to track 
U.S. rates through the remainder of 1987 and 1988. 


Key Economic Events In 1987: Trade Negotiations and Tax Reform 


The U.S. and Canada are currently engaged in comprehensive trade negotiations, 
which hopefully will lead to an agreement significantly reducing trade 
barriers between the two countries. Negotiators are working toward an October 
deadline, which would permit the President to seek "fast-track" approval of an 
agreement prior to the expiration of legislation providing trade-negotiating 
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authority. The two governments seek to reduce or eliminate a broad range of 
tariffs and non-tariff barriers to trade and to enhance opportunities for 
cross-border activity by firms in areas such as financial services. Various 
trade-distorting policies, such as government procurement preferences and 
agricultural and industrial subsidies, are also under examination. 


Perceived progress in the U.S.-Canada trade negotiations in the early months 
of 1987 has contributed to confidence in the Canadian dollar and to both 
portfolio and equity capital inflows. On the other hand, failure to 
successfully conclude the negotiations this year, or a surge of opposition in 
the United States and/or Canada to a draft agreement, would undermine 
confidence in Canada's economic prospects. No single event has more relevance 
to Canada's economy, both now and in the future, than the trade negotiations. 
A successful conclusion to the talks, and an agreement ratified by both 
governments, could substantially improve Canadian economic fortunes and growth 
prospects. 


Comprehensive tax reform will also have an important impact on the Canadian 
economy, especially in the long run. Following the U.S. lead, the federal 
government envisions a major overhaul of its tax system. An inefficient and 
inequitable manufacturers' sales tax will be dropped and a broad-based 
business transfer tax (BTT) put in its place. Personal and corporate income 
tax rates will be lowered, but the tax base will be broadened by eliminating 
numerous exemptions, deductions, credits, and write-offs. The overall burden 
on individual taxpayers will be reduced by shifting more of the tax burden to 
corporations and the federal sales tax (BIT). The objective of the tax reform 
initiative is to remain competitive with lower U.S. personal and corporate 
rates while eliminating many of the distortions in the present system. Once 
fully implemented, the comprehensive tax reform package is expected to be 
revenue neutral, but the more popular personal income tax cuts could be phased 
in before the broadening of the sales tax. Thus, both deficit reduction 
efforts and overall economic growth prospects will hinge on the timing and 
content of GOC tax reform. 


External Sector 


Canada's 1986 current account deficit of C$8.8 billion was the largest on 
record. The outlook is for successive, though declining, current account 
deficits of C$6.5 billion in 1987 and C$6.0 billion in 1988. Despite the 
sharp deterioration in Canada's current account in 1986 and projected deficits 
in 1987 and 1988, the external sector's contribution to real GDP growth (net 
exports on a national accounts basis) should continue to be positive. 

However, Canada has reverted to its traditional profile as a net importer of 
real resources. This shift is most evident in the declining merchandise trade 
surplus, which has retreated substantially from the record levels set in the 
1982-84 period. The 1986 merchandise surplus was C$10.1 billion, down 42 
percent from a year earlier. Much of this decline can be explained by lower 
export prices, particularly in the all-important energy sector. Net energy 
exports in 1986 were C$6.3 billion, down dramatically from C$10.3 billion in 
1985. Most Canadian forecasters expect merchandise trade surpluses of C$11.5 





billion in 1987 and C$12.5 billion in 1988. 


The Canadian dollar exchange rate received considerable support in 1986 from 
the stepped up inflow of foreign portfolio investment, particularly from 
Japan. This trend is likely to persist through much of 1987. There was a 
record net inflow of C$23.1 billion from bond borrowings abroad in 1986 
compared with C$12.9 billion in 1985. Japanese sources accounted for some 
C$9.5 billion of the total, with most of their purchases consisting of 
outstanding Canadian bonds rather than new issues. Developments on Canada's 
foreign direct investment account also improved in 1986, reflecting growing 
confidence in Canada's economic performance and outlook. Net foreign direct 
investment in Canada totalled C$1.6 billion in 1986, a turnaround from the net 
outflow of C$3 billion in 1985. However, the net outflow of Canadian direct 
investment abroad remained high in 1986 (C$4.8 billion), consistent with 
established trends. 


National Business Prospects 


Trade and investment activity between the United States and Canada will 
reflect the positive growth and restructuring of the two economies. Although 
real growth is continuing at a lower level than in the beginning of the 
recovery, increased investor confidence -- reflected in the sharp increase in 
stock prices -- good performance on interest rates, the stronger Canadian 
dollar, and lower inflation all augur well for U.S. exports of goods and 
services to Canada. 


The level of U.S. exports to Canada in 1986 probably was close to US$56 
billion -- a slight increase from 1985's US$54 billion (actual totals await 
the reconciliation of preliminary U.S. and Canadian trade data, which occurs 
several months after the release of U.S. Commerce Department data). The 
leading items in U.S. exports continued to be motor vehicles and parts, 
computers and office machinery and parts, gold and silver bullion, coal, 
aircraft and parts, and electronic tubes and electric switches -- although 
exports of motor vehicle chassis and coal declined significantly. U.S. 
exports to Central Canada (Ontario and Quebec) increased and accounted for 
over four-fifths of total U.S. exports to Canada; those to the Prairie 
Provinces and the West decreased, with a significant slump in exports to 
Alberta more than offsetting an increase to British Columbia. Exports to the 
Atlantic Provinces were off slightly, probably also due to slowing energy 
investment in Nova Scotia and Newfoundland. 


The industrial sectors in Canada which present the best prospects for 
increasing U.S. exports in the medium-term include computers and peripherals, 
auto parts and accessories, building products, aircraft and parts, 
telecommunications equipment, plastic materials and resins, construction 
machinery and parts, analytical and scientific instruments, and industrial 
process controls. Most of these sectors will continue to experience 
higher-than-average growth (though the auto sector will be in a cyclical 
downturn in the short-term) and imports from the United States should continue 
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to grow. The stronger Canadian dollar -- as well as other appreciating 
currencies like the yen and mark -- will make U.S. exports marginally more 
competitive as well. 


The more positive investment climate in Canada under Investment Canada and the 
improvement in the economic outlook have led to increased levels of foreign 
investment, inciuding foreign direct investment. Data received from 
Investment Canada on establishment of new businesses and acquisitions by U.S. 
firms shows a mixed picture -- the number of acquisitions increased to 451 in 
1986 from 367 in 1985 while the value of assets acquired decreased to C$7.5 
billion from C$9.2 billion. The number of new business decreased to 223 from 
239, while the value (first year capital) rose slightly to C$368 million from 
C$355 million. Balance of payments data show a substantial reduction in net 
U.S. direct investment outflows, and other Statistics Canada data show 
continued large retained earnings. As a result, the stock of U.S. direct 
foreign investment increased by an estimated C$ 3 billion, to approximately 
C$66-67 billion at the end of 1986. 


REGIONAL ECONOMIC AND COMMERCIAL OUTLOOK 


Atlantic Provinces 


Newfoundland's economy grew by a sluggish 1.1 percent in 1986 and projections 
for the next two years remain around one percent. The fishery looms as the 
one bright spot in the economy, with high U.S. demand for fish expected to 
continue. Apart from that sector, the province's resource-based economy -- 
largely forests, mines and fish -- generally has been suffering from weak 
international markets and strong foreign competition. This situation is not 
expected to change over the short term. In addition, the poor performance in 
1986 in non-residential construction associated with offshore oil and gas 
exploration is not expected to turn around at a fast enough pace to have a 
positive impact over the next two years. 


Following strong economic growth of 3.5 percent in 1986, output of goods and 
services in Prince Edward Island is expected to follow the national trend and 
slow down to 2 percent in 1987 and 1988. The province's two largest export 
industries, potatoes and fish, are a source of optimism, however. A good 
potato harvest and a continuing recovery in prices from the disastrous lows 
for 1985's crop will certainly bolster the economy, and strong fish landings 
and good prices for lobster are expected to continue. 


Growth in Nova Scotia's economy in 1987 is expected to be at 1986's rate of 2 
percent before tapering off to around one percent in 1988. Tax increases will 
bite into consumer spending, while business investment is expected to slow to 
a halt. Low world oil prices and the demise of federal exploration incentives 
offset the benefits of record oil and gas discoveries in 1986. Consequently, 
offshore petroleum exploration is expected to be dormant in 1987. Luckily, 
Nova Scotia's economy is fairly diverse. It has a good resource sector and it 
will be these industries that will carry Nova Scotia's economy over the next 





two years. Good returns are expected in the fishing sector; agriculture is 
expected to remain steady, and mining (gold) is promising. 


New Brunswick's growth in gross domestic product in 1987 and 1988 is expected 
to be about two percent, following four percent growth in 1986. A strong 
forestry sector is largely responsible for New Brunswick's performance and the 
province's pulp and paper industry is continuing its march back from the low 
ebb of 1982-83 (demand is good and prices are rising). The mills are 
important performers in the provincial economy, especially since their export 
products are priced in U.S. dollars. In addition, the multi-billion dollar 
Canadian patrol frigate program will boost the manufacturing sector, and New 
Brunswick's potato industry will track that of Prince Edward Island and bring 
in profits. However, despite its relatively healthy position, New Brunswick 
is still a long way from a sustained resurgence. The problems include a large 
provincial debt and a 14.5 percent unemployment rate. In addition, the 15 
percent export charge on lumber shipments to the U.S. clouds the horizon since 
New Brunswick normally ships about 40 percent of its softwood lumber to the 
United States. 


Prospects for U.S. business in Atlantic Canada have not changed in the last 
few years. U.S. firms appear to do best in this region when they are 
represented by companies with a local base and a well established distribution 
network. U.S. firms with new-to-market products which have proven 
applications to the fishing and forestry sectors should continue to look 
closely at Atlantic Canada for sales opportunities. Considerable attention 
has been directed to regional needs in sewage disposal systems, wood energy 
projects, and support services for new technology industries. Depending on 
the outcome of federal contract decisions, Halifax may continue to expand its 
base for aviation support industries. Pratt and Whitney and Litton Industries 
have already decided to locate in Nova Scotia and may entice related 
industries to do the same. Finally, transportation services between the 
Atlantic provinces and the United States are being improved, but longstanding 
problems with the efficient delivery of mail and small packages suggests the 
need for improvements in courier services, especially to and from the 
northeastern states. 


Central Canada 


Economic growth in Ontario, at roughly 5.0%, was well above the national 
average in 1986, and is expected to remain so in 1987 and 1988, i.e., around 3 
percent. Consumer spending should be relatively strong, although there is a 
consensus among economists that personal incomes will not increase 
significantly. Personal savings rates are already below their traditional 
levels. As a result, little room will be left for consumers to buy many of 
the big ticket manufactured items that are produced in Ontario. However, the 
housing market is expected to maintain its high level of activity (90,000 
housing starts in 1986 with another 89,000 expected in 1987), which in turn 
will keep demand for household appliances at a reasonable level. 
Non-residential construction is expected to expand over the next two years, 
primarily because of new auto plants under construction and heavy commercial 
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office construction. The provincial unemployment rate, at 7 percent, is the 
lowest in the country, and with tie bullish forecast in the housing market and 
non-resideatial construction, Ontario is expected to coatinue to produce jobs 
faster than the work force increases. One worrisome sector in Ontario is the 
steel industry, which faces a weaker domestic market and uncertainties in its 
billion dollar U.S. market. Most critical is the transportation equipnent 
sector, which accounts for two-fifths of Ontario's industrial jobs, where 
demand for new passenger cars has been declining. Nevertheless, Ontario 
continues to hold excellent marketing and investment opportunities for U.S. 
businessmen in a wide spectrum of products and services. Specific sales 
opportunities include: household furnishings, aiuto parts and accessories, 
computers, peripherals and automated business equipment, telecommunications 
equipment, building products, numerically controlled metalworking equipment, 
food processing machinery, and plastics materials and resins. In addition, 
the province's securities industry is in the process of being opened up to 
non-resident and non-securities domestic firms. 


Economic output in Quebec is expected to remain respectable over the next two 
years, following 3.7 percent growth in 1986. Many forecasters expect growth 
of around three percent in 1987 and two percent in 1988. The pace of housing, 
a consistent source of strength since 1983, will flatten out, but consumers 
remain optimistic with lower provincial taxes compensating partly for higher 
federal levies. Unemployment could dip further to about 10.5 percent from 11 
percent in 1986. Capital spending in Quebec by large corporations is expected 
to rise by over 15 percent in 1987, spread mainly through manufacturing. 

This, in turn, will help arrest the steady decline in Quebec's non-residential 
private investment as a proportion of output and offset cuts in public sector 
investment. The year-old Bourassa government scored a victory by settling 
with the public-sector unions for a three-year contract with average annual 
increases of just over 4 percent. The construction industry agreed on a 
negotiated contract, ending a decade of governnment trusteeship. These 
contracts, assuming modest inflation, will help ensure a stable labor climate 
in Quebec for the next two years. Premier Bourassa is openly inviting more 
foreign investment, especially in high technology. Prospects for U.S. 
business are excellent for packaging and bottling machinery, building 
materials and builders hardware, machine tools and numerically controlled 
metal forming and cutting equipment, power generating and transmission 
equipment, and electronic office equipment. Prospects are also good for 
security equipment and innovative U.S.-made consumer goods with a high 
value-added content such as athletic equipment, housewares and jewelry. 


Prairie Provinces and the West 


Kconomists are unanimous that Manitoba will enjoy one of the highest rates of 
growth in Canada in 1987 (around 3 percent). Relatively strong growth of 41,7 
perceat in 1986 was fuelled by high levels of residential and non-resideatial 
construction as well as strong consumer spending on durable goods. For 1988, 
growth is expected to moderate appreciably to around two percent. The end to 
the residential construction boom, falling farm income, and satiation of 

pent-up consumer demand will all contribute to this slowdown. Investment 
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spending in non-residential construction is expected to grow by 4.6 percent 
and 12 percent in 1987 and 1988, respectively, which is largely attributable 
to the projected Nelson River hydroelectric megaproject. Residential 
construction posted strong growth of 17.6 percent in 1986 and is expected to 
increase a further 19.9 percent in 1987 before levelling off, in line with the 
national rate, at one percent growth in 1988. Manufacturing will also be a 
source of strength over the next two years. After several years of 


record-high harvests, agricultural production is expected to level off over 
the next two years. 


A limping resource sector will most likely keep Saskatchewan's economic growth 
below the national average for the next several years. [Last year, 
Saskatchewan's economy grew by an estimated 6 percent, the highest growth in 
the country. No such growth is forecast for 1987 or 1988. The 30 percent 
increase in farm output that generated the exceptionally strong growth in 1986 
is expected to drop to a small decline in 1987. In addition, low prices for 
oil and grain will further constrain income growth and restrict the potential 
for expansion in the service sector. Mining production is forecast to decline 
by 2.5 percent in 1987 following a 6.3 percent drop in 1986. A rather weak 
recovery is expected in 1988. Following a ten percent decline in 1986, 
residential construction is expected to remain flat in 1987, then drop by 
around 9 percent in 1988. Investment in non-residential construction will 
recover but not strongly enough to propel it to new heights. The only goods 
sector to show consistent growth in 1987 and 1988 will be utilities. 
Consequently, output in the province will advance by under one percent in 1987 
and 1.5 percent in 1988. 


Alberta's real Gross Domestic Product is expected to decline a further 2.9 
percent in 1987 following a drop of 1.1 percent in 1986. Thereafter, real GDP 
is expected to grow modestly but will not regain its 1985 level until the 
1990s. The tough times that economists began predicting in January 1986, as 
both oil and grain prices began to skid, have taken hold, although the 
province still has the lowest personal tax rates and the highest disposable 
income in Canada. The provincial government, its revenues shattered by the 
halving of crude oil prices (the oil and gas sector is the largest industry in 
Alberta and petroleum royalties have traditionally paid more than 60 percent 
of government expenses), is facing a C$3 billion deficit. The projections for 
1987 and 1988 are not any brighter. Continued low oil prices, the collapse of 
international farm commodity prices, and the retrenching of the provincial 
government will all contribute to harder times for Albertans in 1987 and 1988. 


The major economic indicators suggest a mixed outlook for British Columbia's 
economy over the next two years. Following real GDP growth of roughly 3.4 
percent in 1986, projections are for growth of 1.6 percent in 1987, climbing 
to over 2.5 percent in 1988. In 1986, economic growth was stimulated by EXPO 
86, which generated over C$1 billion in revenues. Of the province's 
traditionally important goods-producing sectors, only the forestry and 
associated manufacturing industries demonstrated any real strength in 1986. 
More modest growth is expected in 1987, partly the result of U.S. duties on 
shakes and shingles and the recently-imposed export duty on softwood lumber 
sales in the United States. Housing starts are expected to remain somewhat 
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lower in 1987 and 1988 than in 1986. Employment gains were made in 1986, but 
most were temporary jobs at EXPO 86. Consequently, the unemployment rate, 
although down 2 percentage points in 1986, will remain entrenched at 12.5 
percent. Plans are underway, however, to develop Vancouver as a center for 
trade and tourism with the Pacific Rim. Changes include improved regulations 
for the Vancouver Stock Exchange, designation of the city as an international 
banking center, and planned improvements in airport facilities (along with the 
development of nearby land for export-oriented small business). In the short 
term, however, none of these measures are expected to bolster British 
Columbia's weak economy. 


Commercial Opportunities in the Prairies and B.C.: Franchise opportunities 
exist in the Prairies. Successful companies will be those with low up-front 
fees. Consultants with advice on how to reduce costs in the energy industry 
are in demand, as are consultants who can assist executives in starting up 
their own businesses outside the energy and agricultural industries. Both 
consumer and commercial distribution expertise is needed as well. Specific 
sales opportunities are as follows: seeds with low water demand; low cost, 
state-of-the-art irrigation system technology; and business and scientific 
computer software as well as home computer software. Best prospects for U.S. 
business in B.C. are in CAD/CAM and robotics, computer software, parts and 
accessories for motor vehicles, civil aircraft and aircraft parts and 


accessories. The sophisticated consumer market continues to be a good outlet 
for U.S. consumer goods suppliers. 





